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Advance Decline 
Difference Indicators 


Advances — Declines 


The breadth indicators in this chapter all utilize the difference between the advances and the 
declines as their primary relationship. 


Advance Decline Difference Indicators 


Advances ~ Declines Absolute Breadth Index 

Advance Decline Overbought Oversold Absolute Breadth Index—Adjusted 
Plurality Index Advance Decline Power 

Advance Decline—Fugler Coppock Breadth Indicator 

Advance Decline Line Haurlan Index 

Advance Decline Line-—1% McClellan Oscillator 

Advance Decline Line—Eakle McClellan Summation Index 
Advance Decline Line—Normalized Merriman Breadth Model 

Advance Decline Line—Bolton Swenlin IT Breadth Momentum. Oscillator 
Advance Decline Line—Adjusted Total Issues Swenlin Trading Oscillator—Breadth 
Big Movers Only Zahorchak Method 


Advance Decline Line Oscillator 


Advances — Declines 


Also Known As: Overbought Oversold 
Data components required: Advances (A), Declines (D) 
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Description 


This is the difference between the advancing issues and the declining issues (Advances minus 
Declines). 


Interpretation 


Anytime you deal with the difference or the ratio of two items, it is always best to smooth the data 
because the raw information will be too erratic to be useful. Here is the 21-day moving average of 
the advance decline difference, You can see that it is generally above the zero line during up moves 
and below it during down moves. The arithmetic smoothing has a couple of anomalies with it; it 
unfortunately delays the crossings of the zero line, but then avoids a large number of whipsaws 
(short-term crossing that reverses direction quickly). Using shorter term periods would help the 
timing of the crossings but increase the whipsaws. A few vertical lines have been displayed on Chart 
4-] to assist in aligning some of the signals. 


Chart 4-1 Advances Minus Declines Smoothed by 21 Days. 
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Chart 4-2 Advances Minus Declines Exponentially Smoothed by 3 Days, 
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Author Comments 


Gerald Appel has stated that he looks at this difference in Advances and Declines by smoothing it 
with a 3-day exponential average, He said in a 1994 interview that when this indicator went above 
500, it could be the start of a good rally, Also, if it goes below —600, stand by for a good down 
move. Chart 4-2 shows this indicator up to late 1993, just prior to his interview. You can see that 
his zones worked well for short-term action. 

Soon after the interview with Gerald Appel, the volume and number of issues on the New York 
Stock Exchanges began to increase significantly. Chart 4~2b shows this advance decline indicator 
with the zones changed to +1000 and —1000. These seem to keep his concept alive and up-to-date. 
Justin Mamis, who, with Stan Weinstein started the Professional Tape Reader newsletter, likes to 
look at the 10-day average of the Advance Decline difference (dotted line) plotted with the 30-day 
average of the difference (solid line). The rectified (squared corners) line (darkest line) in Chart 
4-3 is showing the times when the 10-day average is above the 30-day average. Whenever it is above 
the zero line, the 10 day is above the 30 day and it is bullish. If you are familiar with a moving aver- 
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Chart 4-2b Advances Minus Declines Exponentially Smoothed by 3 Days with +1000 and —1000 Zones. 
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age crossover system, this is very similar; instead of using price, this indicator uses the difference 
between advances and declines. 


Formula: A ~ D 


References 


Appel, Gerald, “Gerald Appel, with Systems and Forecasts.” Stocks and Commodities, Volume 12, March 1994, 
pp 98-105. 

Mamis, Justin, “Justin Mamis and the Meaning of Life.” Stocks and Commodities, Volume 13, August 1995 
pp 359-365. 


Advance Decline Overbought Oversold 


Also See: Advances — Declines 
Data components required: Advances (A), Declines (D) 


Advance Decline Difference Indicators 35 


Chart 4-3 Advances Decline 10 and 30 Smoothed Difference—Mamis. 
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Description 


There are many derivatives on the relationship of the Advances and Declines, and this is just one 
of them. This is a smoothed version of the advances minus the declines. This is actually a contin- 
uation of the previous section because there are some analysts who refer to this as the overbought 
oversold indicator. 


Interpretation 


Taking the difference between the Advances and the Declines produces an oscillator that moves 
above and below a zero line. Smoothing that line will reduce the daily fluctuations and provide a 
better tool for determining overbought and oversold. While it seems to show overbought and over- 
sold areas well, it does not do so with the consistency one would desire for this indicator. Steve 
Achelis claims that a range between +200 and —200 will yield good overbought and oversold sig- 
nals, Chart 4—4 shows the overbought oversold indicator using a 10-day exponential smoothing. 
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Chart 4-4 Advance Decline Overbought Oversold. 
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Author Comments 


This is a good example of an indicator that has two definitions from two respected market tech- 
nicians. Norman Fosback uses the ratio of Advances to Declines for the overbought/ oversold indic- 
tor, Steven Achelis uses the difference of Advances and Declines for the overbought/oversold 
indicator. Either case can be easily justified; it just becomes confusing to newcomers. They both 
accomplish essentially the same goal, and that is a relationship between the advances and the 
declines. 

I have generally gotten away from the somewhat standard 10-period smoothing and prefer to 
use a 21-day smoothing for most work. In an oscillator such as this, it greatly reduces the noise and 
sharpens the interpretation of the indicator. You can see from Chart 4-5 that the area between the 
zero line and +400 is when the market is bullish. Similarly, the area between the zero line and 
—400 points out down markets well. One way to further improve this is to broaden the area around 
the zero line to define the neutral areas. For example, the area between +150 and +400 is 


Advance Decline Difference Indicators 37 


Chart 4-5 Advance Decline Overbought Oversold with Levels at +400, +150, —150, and —400. 
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bullish, and the area between -150 and —400 is bearish. Above +400 continues to represent over- 
bought and below —400 oversold. 

George Lindsay used an unsmoothed version of the difference between Advances and Declines. 
He looked for a triple zigzag pattern in the plot of raw advances minus declines. Three successively 
higher peaks in the Dow Jones Industrial Average, along with three successively lower peaks in the 
advance decline difference, would be his sell signal. This is typical negative divergence; it is used 
by many today and is also difficult to quantify and totally subjective. Chart 4-6 shows a couple of 
examples of Lindsay’s technique. 

Robert Nurock, who created the Wall Street Week Index, also used an advance decline compo- 
nent. He used a 10-day sum of the difference. A bullish signal was generated when from a point 
where the index exceeds 1000 to a peak and then down to a point 1000 below the peak. A bear- 
ish signal was from the point where the index drops below —1000 to a trough and then up to a 
point 1000 above the trough. The concept here was to give the indicator an opportunity to reverse 
and not try to pick the actual top or bottom. 
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Chart 4-6 Advance Decline Technique—Lindsay. 
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Robert Kinsman used a 7-period exponential average and called it the Kinsman smoothed A — D. 
His concept was to identify the general high-low range for this oscillator and then look for spikes 
outside that range. He further states that large spikes outside the range are more revealing than 
just trading opportunities, but are a precursor to significant trend changes in the market. Chart 
4—7 shows lines at +600 and —600. You can see that the spikes outside those bands generally iden- 
tified turning points in the market. 


Formula: 21-day Moving Average (A = D) 


References 


Achelis, Steven, “Forecasting the market with the overbought/oversold indicator.” Stocks and Commodities, 
July, 1987, pp 231-232. 


Favors, Jerry, “The Lindsay A — D Indicator.” Stocks and Commodities, Volume 10, February 1992, 
pp 75-76. 
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Chart 4-7 Advance Decline—Kinsman. 
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Kinsman, Robert, “Advance ~ Decline Line Redux.” Stocks and Commodities,” Volume 14, January 1996, 
29-33, 


Plurality Index 


Author/Creator: Paul Dysart wrote about it in 1937, Ralph Rotnem used it, and Alan Shaw 
named it. 


Data components required: Advances (A), Declines (D). 


Description 


This is a moving total of the absolute difference between advances and declines over a 25-day 
period. According to James Alphier, this was part of Paul Dysart’s broader “Theory of Equalization.” 
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Interpretation 


Alan Shaw used benchmarks of 6000 and 12,000. If the indicator drops below 6000, a sell warning 
is signaled. He then waits until the index turns back up, at which point the signal becomes a def- 
inite sell. If the indicator rises above 12,000, it gives a buy alert, at which point he waits until it 
starts to drop, when it gives a definite buy signal. Chart 4-8 shows this technique. 

The reasoning behind this indicator is that there is usually complacency at the top and panic at 
the bottom. John McGinley, of Technical Trends, says that a bull market dies of exhaustion. While 
at market bottoms, everyone is rushing in to buy. 


Author Comments 


I have seen the Plurality Index calculated using a moving average, instead of a sum. They look 
similar, but the zones need to be reset. 


Chart 4-8 Plurality Index. 
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Since 1994 this indicator has had an upward bias that makes Alan Shaw’s zones in need of 
adjustment. It would appear that 23,000 can replace Shaw’s 12,000 zone, and that 14,000 can 
replace the 6000 zone. Incidentally, I’m quite sure Alan Shaw knows this or at least uses differ- 


give a signal, but when it does, it should be noted. Chart 4-9 shows zones at 23,000, 14000, and 
12,000. 


Formula: £ |A — D| over 25 days. 


References 
Merrill, Arthur A, “Plurality.” Stocks and Commodities, Volume 8, April 1990, pp 137-138. 


Chart 4-9 Plurality Index with New Zones, 
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Advance Decline—Fugler 


Author/Creator: George Fugler 
Data components required: Advances (A), Declines (D) 


Description 


George Fugler called this his “quick and dirty” indicator. If the value of Advances minus Declines 


is positive on three successive trading days, an up (buy) signa 
on three successive days, a down (sell) signal is generated. 


Interpretation 


l in generated. If they are negative 


Arthur Merrill said that his indicator is afflicted with whipsaws, but it stays in gear during a trend. 
Chart 4-10 shows each signal for up and down. The up spikes represent the buy signals, and the 


Chart 4-10 Fugler Three-Day Advance Decline Technique. 
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downward spikes represent the sell signals. There are usually a few similar signals in a row before 
a reversal, so one should ignore multiple signals. 


Author Comments 
Arthur Merrill is correct when he said this has lots of whipsaws. He was never one to mince words. 
Formula: (A — D) 


References 
Merrill, Arthur, “More Trend Detection.” Stocks & Commodities, Volume 6, Sept, 1988, pp. 219. 


Advance Decline Line 


Author/Creator: Colonel Leonard P. Ayres 
Data components required: Advances (A), Declines (D) 


Description 

The Advance Decline Line is one of the most popular ways to measure the breadth of the market. 
The number of declining stocks is subtracted from the number of advancing stocks each day. If 
the advances outnumber the declines, the net difference is added to the previous total. If the 
declines outnumber advances, the net difference is subtracted from the previous total. In a nut- 
shell, when there are more advances than declines, the line goes up. When there are more declines 
than advances, the line goes down. The Advance Decline Line can be used with either daily or 
weekly data. 

For example, if 800 stocks advance for the day, and 450 fall, the advance decline difference for 
the day would be +350. This value is then added to the previous day’s advance decline line value. 
If the number of declines was greater than the number of advances and the difference between 
the two was —200, then that amount would be subtracted from the Advance Decline Line’s previ- 
ous value. Note: You do not subtract —200 because that, mathematically, would be adding it. Here 
is another example: 


Day Advances (A) Deelintes (D) A-D Cumulative A — D 


Monday 800 1200 —400 —400 
Tuesday 1000 950 50 —350 
Wednesday 800 1150 —350 —700 
Thursday 950 1300 —350 —1050 
Friday 1600 700 900 —150 
Interpretation 


The Advance Decline Line is usually compared to one of the popular market price indices, prefer- 
ably the index that is also related to the advances and declines that are being used. For example, 
the New York Composite Index should be used with the New York Stock Exchange advances and 
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declines. They should trend in the same direction. When the Advance Decline Line begins to 
diverge from the index, an early indication is given of a possible trend reversal. 

During a strong advance, the Advance Decline Line normally will move more than the NYSE 
Composite Index. If the market averages reach a new high and the Advance Decline Line fails to 
follow suit that can be an early indication of nonconfirmation. Chart 4-11 shows the advance 
decline line for the last 40 years. The numbers on the scale to the right of the chart are essentially 
meaningless because they reflect the summed difference from the first date on the chart. The num- 
bers will change based on when you start the calculation. 


Author Comments 


The material in this section (Advance Decline Line) was reviewed by Tom McClellan, along with 
some added material from him with my sincere appreciation, You'll learn more about Tom and 
his family in later sections. 


Chart 4-11 Advance Decline Line. 
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If there is one breadth indicator that has been analyzed, modified, adjusted, and discussed more 
than any other, the Advance Decline Line is probably the winner. Like many of the other versions 
of this popular breadth indicator, it seems best at determining the ends of longer term up moves 
in the market. It seems that the Advance Decline Line gives a lot of false signals at tops, but is much 
better at market bottoms. It is not the absolute numerical value of the advance decline line that 
matters, but its acceleration (up and down) or lack thereof that is important. 

A common misconception of analysts is to compare the rate of change of the Advance Decline 
Line with a market index. One is based on movement and the other is based on price. Because the 
units are different, such comparisons are difficult to make in a consistent way. The one analogy that 
seems to fit this best is that the smart money always leaves the market first, usually quite a bit of time 
ahead of the masses. The smart money is also the first to get into the market after a decline, Chart 
4-12 shows the divergence that occurred in 1987 that helped identify the drop in the markets that 
started in August of that year, but is usually only remembered by the October 19th plunge. A close 
examination of the Advance Decline Line shows it was dropping significantly before that day. 


Chart 4-12 Advance Decline Line Nonconfirmation—1987. 
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Chart 4-13 Advance Decline Line Nonconfirmation—1998, 
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Chart 4-13 shows the topping divergence in the advance decline line in 1998 a time when every- 
one believed the markets were never going to stop rising. This very early warning panned out as 
the markets rallied again in late 1998 through much of 1999, then began one of the biggest bear 
markets most will see in their lifetime. 

Chart 4-14 shows five divergent patterns over the last 20 years. Three of them are identifying 
market tops in 1987, 1990, and 1999, while the other two are identifying market bottoms in early 
2003 and mid-2004. 

The chief value of looking at the Advance Decline Line comes from its relationship to liquidity. 
When there is a lot of money coming into the market, it tends to spread itself out into a majority 
of issues, which shows up in the breadth statistics with more advances than declines.It is impossi- 
ble to get a majority of stocks to go up unless there is sufficient liquidity to spread around. 
Conversely, when liquidity is tight, then the dwindling supply of money tends to go into only the 
highest quality issues, resulting in more declines than advances. It is possible for the major price 
indices to remain aloft while the Advance Decline Line starts declining, provided that the limited 
amount of liquidity is channeled into the right stocks to keep the price indices up. But this is a 
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Chart 4-14 Advance Decline Line Divergences. 
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very weak condition for the market, and it usually resolves itself with an eventual negative outcome 
for the price indices, The 1998-2001 period was a great example of this, 

The Advance Decline Line has an inherent downward bias, especially compared to price indices. 
This is because of the of the survivorship bias in the price indices. Only the big, established, and 
successful large-cap companies get to see their stock performance haye much of an impact on the 
price indices. But the Advance Decline Line is a much more egalitarian indicator, where every sin- 
gle listed stock gets an equal vote, both the great ones and the lousy ones. Companies that go pub- 
lic and then end up going bankrupt will see a lot of days of counting toward the declines as the 
price goes from the IPO (initial public offering) price to zero. This is especially true for the Nasdaq 
Advance Decline Line because the Nasdaq market has lower standards for listing of companies than 
the NYSE. 

It is because of this inherent downward bias that analysts are better served by focusing on the 
upward or downward acceleration taking place in the Advance Decline Line rather than on the 
raw position of it. 

One problem with the standard Advance Decline Line is that the changing number of issues 
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traded on the exchange affects the amplitudes of the Advance Decline Line’s movements. Also, 
the change of quoting prices from eighths to sixteenths, followed a few years later by going to dec- 
imalization (see details in Chapter 2) affected the Advance Decline Line. Many analysts adjust for 
these by dividing the advance decline difference by the total number of issues traded, or more sim- 
ply by the total of advances plus declines: 

(A =D) 

(A + D) 


The daily values are then summed as with the original version. 

In addition to using daily advance decline data to construct an Advance Decline Line, one can 
also use weekly data. Chart 4-15 shows the weekly advance decline line. Remember that this uses 
weekly data for the advances and declines and is not a derivation of the daily data. 


Formula: £ (A — D) 


Chart 4-15 Advance Decline Line—Weekly. 


an 


Created In Meta Btock from quis Intematonal 


Advance Decline Difference Indicators 49 


References 

McClellan, Sherman and Tom, “The McClellan Market Report.” 

Just about any technical analysis book that covers technical market indicators will have information on the 
advance decline line. 


Advance Decline Line—1% 


Also known as: Momentum Index by Stan Weinstein 
Author/Creator: Carl Swenlin and Stan Weinstein 
Data components required: Advances (A), Declines (D) 


Description 


This is the Advance Decline difference with a long-term smoothing of 200 days. Carl Swenlin prefers 
using an exponential moving average, and Stan Weinstein prefers a simple / arithmetic moving 
average. 


Interpretation 


Stan Weinstein suggests that it gives buy and sell signals when it crosses the zero line. From below 
to above the zero line was bullish and from above to below was bearish. He further refines it to say 
that the longer it remained on one side of the zero line before crossing it, the better the signal. 
Also, the further into positive (above zero) or negative (below zero) territory that it had been would 
add to the value when it did cross the zero line. His most meaningful bearish signal is when the 
indicator has been in positive territory for quite a while and moved to an extreme. Chart 4-16 shows 
Weinstein’s Momentum Index. 


Author Comments 


I found Weinstein’s comment that this was more helpful at spotting tops than bottoms to be inter- 
esting. This is not usually the case when it comes to technical indicators. I believe the fact that he 
used a simple moving average might be the reason. Remember, with a simple average, the data 
from 200 days ago is carrying the same weight as the most recent data, To really make this point, 
the data from 6 to 8 months ago (60+ days) is carrying the same weight as the data in the last 3 
months. Most market tops are long spread out affairs of distribution and take a while to be put in 
place. This would somewhat explain that, and also why Weinstein thought it was not that good at 
bottoms, as most bottoms are sharp and decisive. 

I have always preferred to use exponential smoothing when using large time periods. In this case 
the Swenlin version seems better at keeping you in most of the move, either up or down. 
Additionally, Carl uses the ratio of the difference between advances and declines divided by the 
sum. of advances and declines. Here is what Carl Swenlin says about it: “I find it much more use- 
ful to watch where this indicator forms tops and bottoms. For example, in 1990, when the Dow 
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Chart 4-16 Momentum Index—Weinstein. 
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made two successive new highs, the 1% Advance Decline Line was topping below the zero line. 
The 1990 bear market followed immediately after the second top. Again in late 1994, as the Dow 
was putting in a double top, this indicator was topping below the zero line. The market subsequently 
went to its final low prior to the monster rally of 1995, which leads to the significance of bottoms 
on this indicator. When you see it bottoming in the area of -100 to =150, chances are that the 
market is putting in a major low. This happened in late 1994, late 1990, late 1987, and mid-1984. 
The bottom in 1981 did not lead to a major rally, but it was followed in 1982 by two higher indi- 
cator bottoms corresponding with two lower market lows, the final low being in August, 1982.” Chart 
4-17 shows Carl Swenlin’s exponential version of the momentum index, which he calls 1% EMA 
(exponential moving average) of Advance Declines. While it offers more whipsaws, it is also con- 
siderably more timely than the Weinstein version. 


Formula: Previous Value + (A — D) smoothed by 200 days. 


Advance Decline Difference Indicators 


51 
Chart 4-17 1% Advance Decline—Swenlin, 
ET 3 ~~ 
5000 
E $ R: i? Hoe 
IDK NYSE Daly Advances - Decifieg 1% Swen 
ii ii i 100 
60 
0 
-50 
“100 
B1 02 BJ WA 85 86 8705" 89 Ho Hi P2 V3 Ha HS BO D7 


References 


Weinstein, Stan. Secrets for Profiting in Bull and Bear Markets. Dow Jones-Irwin, Homewood, IL., 1988 
Swenlin, Carl, www.decisionpoint.com 


Advance Decline Index—Eakle 


Author/Creator: Eakle 
Data components required: Advances (A), Declines (D) 


Description 


This is a smoothed rate of change of the Advance Decline Line. It was originally used as a weekly 
indicator with a smoothing of 35 weeks and then a 2-week rate of change. 
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Chart 4-18 Eakle Advance Decline Index. 
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Interpretation 


Because of the simplicity of this indicator, using the concept on daily data seemed reasonable. Chart 
4-18 shows the Eakle advance decline index using a 10-day (2-week) rate of change and a 175-day 
(35 week) smoothing. 


Author Comments 


The only source for this was John McGinley’s Technical Trends service. Because the daily version 
in Chart 4-18 did not seem to work very well, here, in Chart 4-19 is the weekly version as it was 
originally designed to be used. Market bottoms seem to be well identified by the downward spikes 
in the indicator and whenever the indicator is above the zero line, the market is generally bullish. 
However it does tend to stay bullish too long and does not seem be work well for tops. 


Formula: £ (A — D) 
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Chart 4-19 Eakle Advance Decline Index—Weekly. 
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References 
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Advance Decline Line—Normalized 


Author/Creator: Tushar Chande 
Data components required: Advances (A), Declines (D) 


Description 


This is the adjusted Advance Decline Line normalized with a moving 5-day formula similar to that 
used in George Lane’s stochastics. This process shows extremes in the Advance Decline Line. Also 
like stochastics, the use of 20 for oversold and 80 for overbought works well. 
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Chart 4-20 Advance Decline Line Normalized—5 Days. 
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Interpretation 


Using a short period such as 5 days makes this more of a trading oscillator. Chande says that over- 
sold values of zero and overbought values of 100 would be good for trading. Chart 4-20 shows the 
normalized advance decline line for trading as Chande suggests. 


Author Comments 


Tushar Chande has been a big contributor to the field of technical analysis, so I pay particularly 
close attention, not only to his work, but also to try to understand the concept he is revealing. To 
take this normalizing concept and reduce the signals, I used a 21-day period for the normalization 
and then smoothed the results with a 7-day exponential average. This makes the indicator slower 
and better for intermediate analysis. You can see in Chart 4-21 that when the indicator is rising 
and goes above 50, it is the early part of a market rise. After the indicator goes above 80, and then 
drops back below 80, you can leg out of your long position. Sell all of it when it goes below 50. 
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Chart 4-21 Advance Decline Line Normalized—21 Days. 
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Formula: Previous Value + Today’s(A ~ D) = AD, (((AD — lowest value (AD)) / 
(highest value (AD) — lowest value (A))) * 100 


References 


Chande, Tushar, “Breadth Stix and Other Tricks.” Stocks and Commodities, Volume 12, May 1994, 
pp. 211-214. 


Advance Decline Line—Bolton 


Also Known As: Bolton Tremblay 
Author/Creator: Hamilton Bolton 
Data components required: Advances (A), Declines (D), Unchanged (U) 
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Description 


This was an attempt by Bolton to remove downward bias in the Advance Decline Line. It was the 
square root of the difference of advances and declines, with that difference divided by the 
unchanged issues. This is an enhanced Advance Decline Line, in that, when the market is strong, 
it gives a slight push to either the advancing side or the declining side, depending on which is 
stronger. 


Interpretation 


This is yet another version of the Advance Decline Line. Considering its attempt to remove down- 
ward bias, this version should definitely be considered. By giving the unchanged issues weight, it 
can allow for this version to start to slow down its ascent a little sooner than the more traditional 
version. This follows the logic of the discussion that as a market starts to peak, the number of 


Chart 4-22 Bolton Advance Decline Line. 
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unchanged issues will expand. Chart 4-22 shows the Bolton version of the Advance Decline 
Line. 


Author Comments 


Martin Pring uses this version, and that is good enough for me. Pring says that Bolton developed 
this because it was better at reflecting the unweighted indices such as the Value Line composite. 
Because the Value Line data was not available prior to the 1960s, this gave him a way to evaluate 
unweighted data for many years prior to that. 

There isn’t much written about this; I remember it from the old ComputTrac days and found 
references to it in Pring’s and Colby’s books. I believe the square root of a negative number is the 
reason you do not find this in charting software. I made a few assumptions to overcome it, and I 
believe have displayed it correctly in Chart 4-22, Also, I found the 21-day smoothed version of the 
ratio to be interesting as shown in Chart 4-23, 


Formula: Previous Value + Square Root of ((A — D) / U) 


Chart 4-23 Bolton Advance Decline Ratio—21-Day Smooth. 
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Advance Decline Line—Adjusted Total Issues 


Also Known As: The Advance Decline Ratio 
Author/Creator: Richard Russell 
Data components required: Advances (A), Declines (D), Total Issues (72) 


Description 


Richard Russell says that this was conceived by Colonel Leonard P, Ayres and James Hughes in 
1926, and that it remained relatively obscure until he started his newsletter, Dow Theory Letters, 
in 1957, This indicator is an attempt to reduce the large increase in issues and normalize the dif- 
ference between the advances and declines by dividing that difference by the total issues traded. 
Then itis calculated like the Advance Decline Line by adding each successive difference to the pre- 
vious one. 


Interpretation 


Looking for divergence with the index is the most common use of the Advance Decline Line, and 
this version is no different. It is a normal tendency, during bull moves, for there to be more advanec- 
ing days than declining days, and in down markets, the reverse is true. Chart 4-24 shows the 
Advance Decline Line adjusted for the total number of issues. 


Author Comments 


Richard Russell was probably one of the first to use the difference between the advances and 
declines divided by the total issues in his “A — D Ratio” published as a book of charts in 1962. This 
seems to enhance the more popular Advance Decline Line and offers very good long-term diver- 
gence patterns. You can see in the Chart 4-24 that when the market is in a good uptrend, this indi- 
cator trends right along with it. However, the first sign of weakness in the price action is readily 
evident in the adjusted Advance Decline Line. 


Formula: £ ((A — D) / TT) 


References 
Russell, Richard, 1975, Dow Theory Letters, San Diego, CA. 
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Chart 4-24 Advance Decline Line Adjusted for Total Issues. 
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Big Movers Only 


Author/Creator: Greg Morris 
Data components required: Advances (A), Declines (D), Total Issues (77) 


Description 


This is the Advance Decline Line using only days when either the advances, declines, or both were 
above a predetermined percentage of total issues traded. Initially, this was developed in an attempt 


to remove days of very inactive trading, such as the Friday after Thanksgiving, days in which the 
exchanges were not open all day, etc. 


Interpretation 


The intent was to filter out the boring days in the standard Advance Decline Line and use only 
data when either the number of advances or declines are significant. Long periods of inactivity in 
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Chart 4-25 Big Movers Only—35 Percent. 


the market can still have a bias either upward or downward. It was felt that those trading days did 
not adequately reflect the underlying trends of the market. By removing a certain percentage of 
inactive days, this modification to the advance decline line reflects only the more powerful moves 
in the market. Chart 4-25 shows the Advance Decline Line where days with less than 35 percent 
of total issues (either advances or declines) removed. It seems to reflect the market quite well. 


Author Comments 


When I first developed this back in the 1980s, I used a fixed number of 1200 for the limit on whether 
the advances or declines for that day would be part of this indicator. Like most breadth indicators, 
adjusting for the big increase in issues traded was necessary. If you look at a long-term chart of this 
indicator, you will see that it will better reveal longer term trends than most Advance Decline Line 
indicators used in the standard or more generally accepted manner. This is good for keeping the 
“big picture” in mind during your analysis. Chart 4-26 removes all advance decline data less than 
50 percent of total issues. It is interesting how, during one of the big bull markets in history, from 
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Chart 4-26 Big Movers Only—50 Percent. 


1988 to 2000, this went down. What does that mean? Somewhere between 35 percent and 50 per- 
cent of the large breadth moves of the market were not present in those years. This is also proven 
true by looking at Zweig’s Breadth Thrust (Chapter 5) where, beginning in 1984, there were no 
breadth thrust signals until 2004. This Big Movers line limited to the top 50 percent breadth days 
also reflects that. 

Formula: £ (A>%TI — D>%TI). 


References 
Morris, Greg, 1995, “Indicators and Trading Systems Software,” G, Morris Corporation, Dallas, TX. 


Advance Decline Line Oscillator 
Data components required: Advances (A), Declines (D) 
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Description 


This is a 21-day rate of change of the advance decline line. Rate of change is where you take today’s 
indicator value and subtract the value from 2] days ago. 


Interpretation 


Like most oscillators, this is good for identifying overbought and oversold areas. Putting levels on 
this indicator, like most oscillators, requires a visual technique because most advance decline line 
numbers are meaningless by themselves. It all depends on where you start the calculation that deter- 
mines the numbers (values) that make up the advance decline line. Chart 4-27 uses zones at +1000 
and 1000, and they seem to work very well. 

Gerald Appel likes to use a 10-day rate of change of the advance decline line and +3000 and 
—3000 as the zones. He states that if it gets to +5000 or +6000, it is good indicator of market 
strength, Chart 4-28 shows the Appel version with lines at —3000, 0, +3000, and +6000. Appel 


Chart 4-27 Advance Decline Line Oscillator. 
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also likes to use a 21-day oscillator, which is described at the beginning of this section. He men- 
tions that he also uses this as a divergence indicator with the market. 


Author Comments 


Most oscillators, especially those with short-term parameters will yield short-term signals. The 
Advance Decline Line Oscillator does not disappoint in that regard. I prefer the 21-day rate of 
change as the signals are more defined. 


Formula: (Cumulated (A — D) — (A — D) input periods ago (ROC)} 


References 
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Chart 4-28 Advance Decline Line Oscillator—Appel. 
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Absolute Breadth Index 


Author/Creator: Norman G. Fosback 
Data components required: Advances (A), Declines (D) 


Description 


This indicator was termed by Norman Fosback as a “going nowhere” indicator because you take 
the absolute value of the difference between advancing issues and declining issues. It does not 
matter whether there are more or fewer advances or declines; it is the absolute difference between 
them that the Absolute Breadth Index measures. It totally disregards market direction. It shows 
market activity or lack thereof. 


Interpretation 


The thinking behind the creation of the Absolute Breadth Index is that when the difference 
between the advances and declines is high, the price changes are also big, which, in turn, can mean 
the market is more prone to being at a bottom than at a top. This is an indication of good market 
activity. Similarly, if the difference between the advances and declines is small (low Absolute Breadth 
Index values), the market is not going anywhere and probably more near a top. This indicates a 
Jack of activity in the market. In Chart 4-29 you can easily see that when the Absolute Breadth Index 
is smoothed by 50 days, it clearly is pointing out market bottoms and tops. 


Author Comments 


This indicator was one of the early ones, as is most of Fosback’s work. It is also one of the good 
ones, and because it seems so simplistic, many times I forget to look at it. I prefer to smooth it with 
21 days and watch it as it goes over 1100 for bottoms and below 300 for market tops, These are the 
current settings. Because the number of issues has increased so much in recent years, these levels 
needed to be spread further apart. You can see this in Chart 4-30. 

During the 1970s and 1980s, the levels that seemed to work best were 250 and 600. This is merely 
because of fewer issues being traded. See Chart 4-31. A more current method of using the Absolute 
Breadth Index would be the Absolute Breadth Index adjusted for the total issues the way so many 
indicators from the past can and should be used this way. See Absolute Breadth Index Adjusted in 
this chapter. 

Formula: | A= D| 


References 


Fosback, Norman G. Stock Market Logic, Fort Lauderdale, FL: The Institute for Economic Research, Inc., 
1976. 


Advance Decline Difference Indicators 65 


Chart 4-29 Absolute Breadth Index—50-Day Smooth. 
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Absolute Breadth Index—Adjusted 


Author/Creator: Norman G. Fosback was the creator of the original ABI. 
Data components required: Advances (A), Declines (D), Total Issues (£) 


Description 


The original version of this indicator was termed by Fosback as a “going nowhere” indicator because 
you take the absolute value of the difference between advancing issues and declining issues, It does 


not matter whether there are more advances or declines; it is the absolute difference between them 
that this indicator measures. 
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Chart 4-30 Absolute Breadth Index—21-Day Smooth with 300 and 1100 Levels. 
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Interpretation 


The thinking behind the creation of the Adjusted Absolute Breadth Index is that when the dif 
ference between the advances and declines is high, the price changes are also big, which, in turn, 
can mean the market is more prone to being at a bottom than at a top. Similarly, if the difference 
between the advances and declines is small (low Absolute Breadth Index values), the market is not 
going anywhere and is probably more near a top. 


Author Comments 


This is one of those indicators that needed to be adjusted because of the large increase in the num- 
ber of issued being traded. As with most adjusted indicators, all you need to do is create a ratio. 
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Chart 4-31 Absolute Breadth Index—21-Day with 250 and 600 Levels, 
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In this case, just divide by the total issues traded. Just like the Absolute Breadth Index, I prefer to 
smooth it with 21 days and watch it as it goes over 30 for bottoms and below 10 for market tops. 
Robert Colby, in his book The Encyclopedia of Technical Market Indicators further adjusted the formula 
to multiply by 100 to remove the decimal values of the adjusted absolute breadth index. Chart 4-32 
shows the Adjusted Absolute Breadth Index. 


Formula: | A = D| / TT * 100 


References 
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Chart 4-32 Absolute Breadth Index Adjusted by Total Issues—~21-Day Smooth with 10 and 30 Levels. 
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Advance Decline Power 


Also Known As: AD Power 
Author/Creator: John McGinley / Joe Granville 
Data components required: Advances (A), Declines (D), Market Index (MKT). 


Description 


Originally based on weekly data, this is the difference between advances and declines divided by 
the absolute change in the Dow Jones Industrial average. 


Interpretation 


Originally, the concept was to identify relative strength between the broad market (advances and 
declines) and the Dow Industrial average (the market). Chart 4-33 is the daily AD Power with a 
21-day smoothing. 
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Chart 4-33 McGinley Advance Decline (AD) Power. 
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Author Comments 


By taking a ratio of the advance decline difference and the absolute change in the Dow Industrials, 
this indicator is relating to momentum or acceleration values. It certainly appears that this indi- 
cator is good for identifying significant market bottoms. While it seems to reflect many market tops 
by its downward spikes, it is somewhat like many of the economic indicators that are in use today 
where they identify 12 of the last 8 recessions. In keeping with the original formula, Chart 4-33b 
shows the AD Power index using weekly data. You can see that there isn’t that much difference 
with the daily version. 


Formula: (A = D) / |MKT — MKT(52 weeks ago)| 


References 
McGinley, John, Technical Trends, Wilton, CT. 
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Chart 4-33b Weekly McGinley AD Power. 
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Coppock Breadth Indicator 


Author/Creator: Edwin Sedgwick Chittenden Coppock 
Data components required: Advances (A), Declines (D), Total Issues (T) 


Description 


This indicator, created in the early 1960s, uses an adjusted advance decline line as its basis. Subtract 
the declines from the advances and divide that difference by the total issues traded. Then calcu- 
late a cumulative total as you would with the advance decline line. A second line is calculated as a 
weighted moving average of the raw cumulated line. Originally developed as a weekly indicator, 
the Coppock Breadth Indicator can also be adapted to daily breadth data. 
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Interpretation 


Coppock’s interpretation was simple; when the cumulative line crossed its own 15-week weighted 
moving average, a signal was generated. Most times, it is the simple concepts that seem to work 
the best. Chart 4-34 uses daily data adjusted to a 75-day weighted smooth instead of the 15-week 
version. When the middle plot is equal to 10, the advance decline line is above its weighted mov- 
ing average. When it is at —10, it is below the average. 


Author Comments 


Sedge Coppock was as interesting in person as his early stock market innovations. Most are famil- 
iar with his Coppock Curve, not the name he gave it, but one that is generally accepted in the trade. 
He called it the Trendex Very Long Term Risk Index for Listed Stocks. It was an 11- and 14-month 


Chart 4-34 Coppock Breadth Indicator. 
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percentage change of the Dow Jones Industrial Average added together, and then a 10-month 
weighted moving average of that. He was once asked why he picked 11 and 14 months for this indi- 
cator. He said an undertaker friend told him that the period of time for a grieving family after the 
death of a close family member was usually between 11 and 14 months. 

I had the pleasure of meeting Sedge Coppock in 1988 at the Market Technician’s Association 
(MTA) conference where he was awarded the MTA’s annual award for contribution to the field of 
technical analysis. Prior to that, I had a few communications with him in regard to a local group 
of analysts in Dallas, Texas, that I was working with. He sent us a tape about his beliefs and obser- 
vations of almost 40+ years in the stock market. He did not hold back any punches in regard to 
uninformed investors, those who are always looking for the quick way to profits, and how most will 
not do the work required to make it in the markets. That tape, and three monographs that he wrote, 
are some of the best investment advice one could ever get. 


Formula: Previous Value + (A — D) / TI 


References 
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—E. S. C., “Emotions Make Prices,” Trendex Research Corp, San Antonio, 
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Haurlan Index 


Author/Creator: P.N, (Pete) Haurlan 
Data components required: Advances (A), Declines (D) 


Description 


The Haurlan Index is an exponential moving average of the advances minus the declines. There 
are three variations for short, intermediate-, and long-term analysis, using three different expo- 
nential averages, 


Interpretation 


All three versions give buy signals as they cross from below the zero line to above it. Sell signals 
are when it goes from above to below the zero line. Paul Carroll assigned the following buy and 
sell zones, which seem to work well: 


Short-Term Haurlan Index (3-day smooth): —550 for buy and +550 for sell. 
Intermediate-Term Haurlan Index (20-day smooth): —200 for buy and +200 for sell. 
Long-Term Haurlan Index (200-day smooth): He suggests using trendlines. 


Gerald Appel also claims that these are ideal for trendline analysis, particularly with the short and 
intermediate versions. Appel also agrees with Carroll that —550 and +550 for the short version 
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Chart 4-35 Haurlan Index—Short-Term. 
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indicate the immediacy of a short-term market reversal or consolidation. Chart 4-35 shows the 
short-term version of the Haurlan Index with the thresholds used by Carroll and Appel. 
Chart 4-36 is the intermediate term Haurlan Index showing the +200 and —200 thresholds. 


Chart 4-37 is the long-term Haurlan Index with a couple of trendline breaks identifying 
market turns. 


Author Comments 


This is another twist on the advance decline difference. Some of the best indicators are also the 
simplest ones. Pete Haurlan was a true rocket scientist who worked for the Jet Propulsion 
Laboratory. His market interest and contributions to the field were under his advisory firm, Trade 
Levels. 


Formula: Exp. Avg. (A — D) 
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Chart 4-36 Haurlan Index—Intermediate-Term. 
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McClellan Oscillator 


Author/Creator: Sherman and Marian McClellan 
Data components required: Advances (A), Declines (D) 


Description 


The McClellan Oscillator is the difference between the 19-day (10 percent trend) and the 39-day 
(5 percent trend) exponential moving averages of the daily net advances minus declines figure. 


aaa, 
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Chart 4-37 Haurlan Index—Long-Term. 
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These two smoothing values were used because they reflect the two most dominant short-to-inter- 
mediate cycles in the market. These two exponential averages also were chosen in order to opti- 
mize speed in generating a directional signal, while minimizing whipsaws. They were also chosen 
for their ease of hand calculation at a time when calculators and computers were not available. The 
oscillator tends to lead the market because it will indicate overbought and oversold situations prior 
to the market. It will pass through zero at or very soon after an important market turning point. 


Interpretation 


The McClellan Oscillator is an intermediate-term indicator, but it can be used for shorter-term tim- 
ing when it bottoms in oversold areas such as —100 and below, Usually, McClellan Oscillator cross- 
ings above the zero line are positive/bullish and below the zero line are negative/bearish. Readings 
above +100 are overbought readings, while below —100 are oversold. The +130 and —130 levels 
are also important. When the oscillator drops to -130 and then rallies, quite often the rally will 
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fail and give a good sell signal. The opposite occurs when the oscillator rises to +130. Very nega- 
tive readings in the —150 area are considered as selling climax levels. Another component of the 
McClellan Oscillator is divergent pattern formations compared to the market, in particular, a triple- 
top formation of the oscillator. In Patterns for Profit, there is also mention of using standard trend- 
line analysis with the oscillator. That book further mentions a strong 22-24 week cycle appears in 
the oscillator, and that was true at the time the book was written. This cycle no longer appears in 
the patterns of the Oscillator, and it likely disappeared due to changes in U.S. tax laws related to 
holding periods for determination of capital gains taxes. Chart 4-38 shows the McClellan Oscillator 
and the +150 and —150 thresholds mentioned above. 


Author Comments 


Exponential moving averages and percentage of trend smoothing are confusing to most. They really 
are equal other than small rounding differences. A 19-period exponential average is the same 


Chart 4-38 McClellan Oscillator. 
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as a 10 percent trend smoothing. One needs to be cautious to avoid relying on data and results 
at the beginning of the data file in order to let the indicators adjust to reflect recent data 
value. See the additional information in Chapter 10 (The McClellan Indicators) for the mathe- 
matical details. 

The McClellan indicators use the advance decline line concept. A point often not understood 
about the advance decline line is that its numerical value has no meaning, because different start 
points in the A — D data will result in different numerical values for the sum of all previous A — 
D readings. The A — D Line’s relative position to past structures can have importance, such as 
making a higher high or a divergence relative to prices. Of even greater importance is the A — D 
Line’s acceleration, both up and down. This is why the McClellan indicators are such a significant 
contribution to breadth analysis. 

Sherman McClellan, in an interview in Stocks and Commodities magazine in 1994, said that McClellan 
Oscillator readings in the neighborhood of —125 to —130 represented a bearish indication. A read- 
ing that low or lower that arises after a prolonged period without deeply negative readings means 
the market is becoming illiquid. In effect, it can be a warning shot of larger problems to come. A 
subsequent deeply negative reading does not have the same “warning shot” implications; itis instead 
the fulfillment of what the warning shot was predicting. 

We make mention here of numerical values for the Oscillator, but readers are urged not to focus 
so closely on the number. Varying amounts of market volatility can affect amplitudes, and so analy- 
sis is better done by examining a chart of the Oscillator’s path rather than by looking at a single 
numerical value and drawing conclusions from that. A chart will reveal what levels have marked 
recent extremes, and will also allow the analyst to spot Oscillator structures that have interpretive 
significance, such as complex or simple structures and divergences relative to price action. 

When the Oscillator crosses through the zero line in one direction, and then makes a direct turn 
around to head back across zero in the other direction, that is a sign of weakness for that side of 
the zero line. If, however, the Oscillator builds a “complex” structure on one side of the zero line, 
doing a lot of chopping up and down without crossing zero, then that implies strength for that 
side. A complex structure above zero implies that the bulls have control, and although the bears 
might summon enough energy for a momentary downward correction, further gains should be 
expected, Occasionally, periods will occur in which neither side of zero will see a complex struc- 
ture; the Oscillator may just go from a simple structure above zero to a simple structure below 
zero and back again, meaning that neither side has the willingness or ability to take control of the 
market. 

The history of how Sherman and Marian McClellan developed the Oscillator and Summation 
Index is rich in technical analysis history and development. It begins with contact from Gene 
Morgan, who hosted Charting the Market on KWHY television in the 1960s and who gave the 
indicators their names. Kennedy Gammage comes into the picture, as does Pete Haurlan. The 
single best accounting on this was done by Sherman McClellan at the Market Technician’s 
Association meeting on May 14, 2004, when he was awarded the Lifetime Achievement Award. His 
son, Tom, provides this presentation and Sherman’s acceptance speech on their site. Go to: 
http://www.mcoscillator.com/user/MTAspeech.pdf. Tom also was kind enough to add comments 
on this section and the section on the McClellan Summation Index. 

More details on the McClellan Indicators can be found in Chapter 10. 


Formula: (Today’s 19 exp average of (A — D) — (Today’s 39 exp average of (A — D) 
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McClellan Summation Index 


Author/Creator: Sherman and Marian McClellan 
Data components required: Advances (A), Declines (D) 


Description 


The McClellan Summation Index is the cumulative sum of all daily McClellan Oscillator readings, 
and provides a long-range view of market breadth. The Summation Index therefore changes each 
day by the value of the Oscillator, rising when the Oscillator is positive and declining when the 
Oscillator is negative. The Summation Index has developed a life of its own as time has added addi- 
tional information to its interpretation. Originally (in the 1960-1970s) the summation index moved 
in the range of +2000 and ~1500. Because the Oscillator and Summation Index debuted before 
the days when computers or even hand-held calculators were available, all calculations were done 
manually, So that folks would not have to work with negative numbers except under very unusual 
(and important) circumstances, the McClellans arbitrarily set a neutral level at +1000. This was 
done by adding 1000 to the calculation. Since the advent of personal computers, this is no longer 
necessary, but is also not easily changed because so much is written about it and so many folks fol- 
Jow it. Tom McClellan (Sherman and Marian’s son) told me it was not worth the possible confu- 
sion to change it. 


Interpretation 


A basic mathematical fact is that when the McClellan Oscillator is positive (above the zero line), 
the McClellan Summation Index will be rising. The levels of the Summation index are as impor- 
tant as the direction. Chart 4-39 shows the McClellan Summation Index back to 1997. 


Author Comments 


This is probably one of the best breadth indicators available. It has a multitude of uses. Not only 
its direction, but the level it is at is important. It is discussed here in keeping with the conventions 
used in this book and is further elaborated on in Chapter 10. 

The McClellan Summation Index has a number of different calculations. The one that is used 
by the most analysts is probably also the one that is not as good as at least one of the others. The 
use of exponential moving averages (percent of trend) for calculating the summation index is 
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Chart 4-39 McClellan Summation Index—Traditional. 
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common and actually how the McClellans originally did it. However, in the early 1990s, a bright 
mathematician named James R. Miekka came up with a modification to the McClellan formula 
that is today used by the McClellans, Carl Swenlin, and most of the other purists in the field. While 
this modification does not affect the oscillator, it does have a significant effect on the summation 
index, which is derived from the oscillator. 

One of the problems with the original formula was that as the summation index levels were found 
to also be important, it was difficult for two different analysts to have exactly the same values. If 
breadth values from different sources were used, if math errors were present, or if any day’s data 
were missing anywhere in the calculation, then those differences would accumulate and remain 
in the Summation Index values forever. 

Mickka found that the Summation Index could be calculated for any day in history, simply by 
knowing that day’s values for the 10 percent trend and 5 percent trend. He created a calibration 
formula so that the levels will remain the same no matter when you begin the calculation, and any 
data or calculation errors would eventually be factored out of the Summation Index value just as 
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they are factored out of the 10 percent trend and 5 percent trend. The mathematics of Miekka’s 
calculation formula can be found in Chapter 10. In addition, Jim Miekka has offered a McClellan 
Summation Buy Signal report, also found in Chapter 10. 

In their vast research on their indicators, the McClellans found that when the Summation Index 
went above +3000, it was time to pay attention. The first observation was that whenever that hap- 
pened, a strong bull market was nearby. From the early 1970s until 1994 (time of their interview), 
there were seven instances of the summation index breaching +3000. From Chart 4-40, you can 
see the ones in more recent history. The rise to +6000 in April, 2003 was also telling. Looking at 
the same chart, it is also apparent that when the McClellan Summation Index reaches a deeply 
negative value on the downside, an important bottom is close at hand. Chart 4-40 shows the 
McClellan Summation Index using the Miekka formula adjustment (see Chapter 10 for more 
details) with the +3000 and —1200 thresholds. 

Carl Swenlin and the McClellans also use an adjusted advance decline formula in association 
with the Miekka modification. This is an attempt to somewhat neutralize the growing effect of the 


Chart 4-40 McClellan Summation Index—Miekka. 
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advance decline information on the New York exchange. The ratio used is (A — D) / (A+ D). 
Often a factor of 1000 is used to move the numbers from out of the realm of fractions and into 
the more normal type of numbers. Chart 441 shows the McClellan Summation Index using the 
ratio and the Miekka formula adjustment and is the version used by Carl Swenlin the McClellans 
today. 

Tom McClellan says that when the McClellan Summation Index drops below the zero line, it is 
a precursor for a bear market. At much deeper levels, the Summation Index can reveal when 
enough of a decline has taken place, and when traders should begin to look for a strong up move 
out of that deep bottom. As the market moves up out of a deeply oversold bottom, the Summation 
Index comes into play again when it either confirms or refutes the strength of the new up move. 
A move from a deeply oversold level to a very high level within a 5-month period can confirm that 
a new bull market has been established. Failure to achieve a high enough Summation Index read- 
ing after a bear market decline can reveal that the bears are still in control, and the price low needs 
to be retested or exceeded to the downside. 


Chart 4-41 McClellan Summation Index—Swenlin. 
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Another analysis method the McClellans used was to overlay past summation index charts based 
on significant market bottoms or low summation readings. This technique helps to anticipate mar- 
ket movements. 

Martin Pring claims that using the Summation Index with a 35-day simple moving average 
crossover offers good results. He also states that using normal trendline analysis on the summa- 
tion index can lead to changes in market direction. Chart 4-42 shows Pring’s use of the McClellan 
Summation Index with a 35-day moving average. 


Formula: This is the accumulation of the McClellan Oscillator. SJ today = 
ST yesterday + McO today 
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Chart 4-42 McClellan Summation Index—Pring. 
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Merriman Breadth Model 


Author/Creator: Paul Merriman 
Data components required: Advances (A), Declines (D), Market Index (MET) 


Description 


This indicator uses the advance decline line and the New York Composite Index. It utilizes a rela- 
tionship between the two in a manner not as complex as the advance decline divergence oscilla- 
tor, but one that is effective, 


Interpretation 


A buy signal is given when the advance decline line is 2 percent or more above its 150-day moving 
average and when the index is 2 percent or more above its 150-day moving average. A sell signal 
is given when the advance decline line is 2 percent or more below its 150-day moving average or 
the index is 2 percent or more below its 150-day moving average. In Chart 4-43, a buy signal is 
when the indicator is at +1 and a sell signal is when it is at -1, Multiple signals should be ignored. 


Author Comments 


This is a simple but quite good concept. It offers double confirmation in order to get into the mar- 
ket where only one of the two components can get you out. I’m not sure how he measures the 
percentages because the numerical values of the advance decline line can get quite large, depend- 
ing on where the calculation was started. However, if he is looking at the percentage relative to a 
moving average of the same values, this would self-adjust over time. 


References 
Merriman, Paul, www.fundadvice.com/ modelsexplained.html. 


Swenlin IT Breadth Momentum Oscillator 


Also known as: ITBM 
Author/Creator: Carl Swenlin 
Data components required: Advances (A), Declines (D). 
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Chart 4-43 Merriman NYSE Breadth Model. 
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Description 


The Intermediate Term Breadth Momentum Oscillator is a barometer of breadth. To calculate the 
ITBM, add the daily McClellan Oscillator (ratio adjusted) to the daily 39-day exponential average, 
then calculate a 20-day exponential average of the result. 


Interpretation 


Carl offers this short bit of advice on his indicator: It is better if this indicator is above the zero 
line and rising. Below the zero line and falling is the worst scenario. Rising is better than falling, 
even if below the zero line. Above the zero line and rising is best. The absolute value indicates how 
overbought/oversold the market is. Direction is most important because it indicates whether the 
market is getting stronger (rising) or weaker (falling). The best condition is for the ITBM to be 
rising above its 10-EMA (exponential moving average), and the worst is falling below its 10-EMA. 
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Chart 4-44 Swenlin IT Breadth Momentum Oscillator. 
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It is extremely negative if the ITBM tops below its 10-EMA and below the zero line. Chart 4-44 
shows the Swenlin IT Breadth Momentum Oscillator. 


Author Comments 


Carl Swenlin’s Web site at www.decisionpoint.com is something technical analysts should not miss. 
Carl has created a number of breadth-based indicators over the years. Carl uses the difference of 
advances and declines divided by the sum of them for his ratio-adjusted version of the McClellan 
formula. He wanted to develop this indicator so that it would incorporate both the McClellan 
Oscillator and its components. Carl’s version certainly lets you know when to take negative read- 
ings seriously. 

Formula: To calculate the ITBM add the daily McClellan Oscillator (Ratio-Adjusted) to the 

daily 10 percent exponential average (Ratio-Adjusted), then calculate a 20-day exponential 

average (0.10 exponent) of the result. 


86 - The Complete Guide to Market Breadth Indicators 


References 


Swenlin, Carl, www.decisionpoint.com. 
McClellan, Sherman and Marian. Patterns for Profit. Lakewood, WA: McClellan Financial Publications, Inc., 
1976. 


Swenlin Trading Oscillator—Breadth 


Also known as: STO-B 
Author/Creator: Carl Swenlin 
Data components required: Advances (A), Declines (D) 


Description 


The Swenlin Trading Oscillator—Breadth was designed for short-term trading. It is a 5-day simple 
moving average of a 4-day exponential average of the daily advances minus declines divided by the 
total daily advances and declines times 1000. This is the ratio that is common in Swenlin’s work. 


Interpretation 


The double smoothing of the short-term data results in a reliable oscillator that persists in one direc- 
tion, usually tops near short-term market tops, and bottoms near short-term market bottoms. As 
with most indicators, the primary trend of the market will determine how you will use the indica- 
tor. In a bull market, the tops will not be very reliable. In a bear market, the bottoms will not be 
very reliable. The indicator is shown in Chart 4-45. 


Author Comments 
Carl Swenlin has created a good trading vehicle with his Swenlin Trading Oscillator. 


Formula: The STO is a 5-day simple moving average of a 4-day exponential moving average 
of the daily advances minus declines divided by the total daily advances and declines times 
1000. (A = D)/(A + D)*1000. First you must calculate the average value of (A — D)/ 

(A + D)*1000 for the last 4 days before you can begin the exponential weighting. Next you 
can begin calculating the exponential average. The following is a key for the symbols in the 
formula. pdEMA = Prior Day’s Average (Begin with simple MA, thereafter pdEMA is an expo- 
nential average.) (A — D)/(A + D)*1000 = Current day’s advances minus declines divided 
by the total advances and declines times 1000. The formula for the EMA is: ((A = D)/ 

(A + D)*1000)*0.5) + pdEMA All that remains is simple moving average of the EMA. 


References 
Swenlin, Carl, www.decisionpoint.com. 


Advance Decline Difference Indicators 87 


Chart 4-45 Swenlin Trading Oscillator—Breadth. 
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Zahorchak Method 


Author/Creator: Michael G. Zahorchak 
Data components required: Advances (A), Declines (D), Market Index (MKT), 


Description 


In his 1977 book, The Art of Low Risk Investing, Michael Zahorchak lays out a complete investing 
and analysis plan using moving averages on the New York Composite Index and the advance decline 
line. Zahorchak, who was assistant vice-president of the American Stock Exchange, developed this 
methodology using only weekly data. Basically you must maintain a 5-,15-, and 40-week moving aver- 
age on the advance decline line, the New York composite index (Zahorchak used the Dow 
Industrial Average), and any stocks that you wish to analyze and invest in. 
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Interpretation 


Zaborchak defines how to move from a down trend to an up trend and also talks about periods of 
indecision. Basically, when the advance decline line and the market average are both above their 
40-week (200-day) moving averages, the market is in an up trend. Identification of a market top is 
when a combination of the 5- and 15-period averages begin to break down. Similarly, a bottom 
occurs when they start to rise. Chart 4-46 below was developed using daily data, substituting the 
appropriate number of days for the weeks used by Zahorchak (15 weeks = 75 days). Daily data has 
more oscillations, but the method works just the same. 

The indicator in Chart 4-46 is scaled from —10 to +10. As various components of this 
method take effect, the indicator rises or falls based on the sum of all of its components. The 
most bullish is +10 and the most bearish is —10. Using the zero line crossing for signals seems 
to work well. One could also develop more extravagant signals using various levels to enhance 
the timing. Always keep in mind that this was a long-term approach to identifying trends and is 
not for trading. 


Chart 4-46 Zahorchak Method—Daily. 
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Chart 4-47 Zahorchak Method—Weekly. 
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Author Comments 


This was one of the first books that cemented my thinking into taking a technical approach to invest- 
ing and market analysis. It is a shame the book is out of print. Zahorchak covers all the basics, from 
emotions, to Wall Street myths, to how to control all the outside influences that can cause you to 
make bad decisions in the market. I would do this method injustice ifI did not include the signals 
using weekly data. On the weekly chart (Chart 4-47), one can see that whenever the indicator is 
above +6, the market is rising and when below —6 it is not. Note that the indicator dropped to 
+4 the first week in October, 1987. This is a good methodology for keeping yourself on the right 
side of the market. It is not for trading. 


Formula: È (A — D) weekly 


References 
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